ABSTRACT
Introduction
It is important for any economically growing country that its growth strategy should be inclusive. Any such growth should touch and improve the life of every citizen. Financial services play a very important role in ensuring inclusive growth. They might not lift the poor out of poverty but, they improve the quality of life by opening new avenues of future growth. Limited access to financial services is a major bottleneck for people in developing countries wanting to improve their livelihoods (Kono & Takahashi, 2010) . All over the world, the financially weaker section of the society is either unable, reluctant or denied financial services of formal financial institutions. __________________ *Assistant Professor, Satyawati College, University of Delhi.
Such exclusions range from partial exclusion in developed countries to full exclusion in lesser developed countries (Brau & Woller, 2004) and, are generally on the grounds of associated high cost and risk. Micro-finance is "banking for the poor" (Kandelwala, 2007) . It is a broad category of services, which involve financial as well as non-financial services, including the most important service of microcredit, especially designed for the people whose incomes are not only just low but also volatile. This way it promises to improve the allocation of capital and to expand opportunities for the larger section of the society (World Bank 2008) .
Initially, microloans were meant to provide a kinder, cheaper alternative. Mhd. Yunus and his Grameen Bank in Bangladesh put forward a new type of entrepreneurship that concerned with "social business" whose bottom line would be "doing good" . In the line with the market failure theory of microfinance 1 , Yunus (2008) finds
MFIs as substitutes of commercial banking sector which try to solve the limitations of the traditional banking sector by using different lending methodologies. Moreover, microfinance can combine the good features of both formal as well as informal credit. Such services increases freedom since it gives the poor a new way to navigate tricky financial currents (Sen, 1999) and, also protect the poor from the clutches of the usurious money lenders and make it possible for governments to make payments such as social security transfers (Subbarao, 2009 ). Later, it was proposed that it is possible to eradicate poverty through profit and argued that markets, rather than market failure, is the key theme of microfinance 2 . This new model emphasizes on profit and introduces strict norms of financial sustainability to ensure accountability. It is argued that MFIs should commercialize and maximize their profitability, in order to extend their operations in new areas.
By the late 1980s, microcredit and microenterprise development had become the international development community"s anti-poverty intervention of choice. The UN celebrated the year 2005 as the "International Year of Microcredit". In 2006, Nobel Prize, awarded to Muhammad Yunus and Grameen, brought the microfinance into limelight. Government of different countries initiated programmes directed to providing small loan to the poor. According to the Microcredit Summit Campaign (2012), the number of very poor families with a microloan has grown more than 18 fold from 7.6 million in 1997 to 137.5 million. While most of the MFIs started as NGOs, they have increasingly transformed in commercial institutions. This transformation has been accompanied by changes in the structure of ownership, control and management of MFIs and, the nature of their stakeholder commitment (Nair, 2010) . Many big formal financial organisations came into the picture making the microfinance sector more commercialised. In recent years, investors have flocked to microfinance to add depth in their portfolio besides for social and financial returns.
It is widely acknowledged that micro-finance institutions can play an important role in improving the quality of life of the poor by designing and providing financial assistance keeping in view its need 3 . However, there is no consensus on the extent of the impact of microfinance on the poor. It ranges from substantial positive (Khandker, 2005; Bellman & Chang, 2010) to insignificant or no impact (George, 2005; Coleman, 2006; Banerjee et al., 2013) . Moreover, a section of authors though, are in agreement with the fact micro finance is an important tool against poverty but, rejects to endorse it as the only effective tool in doing so 4 . Furthermore, concerns are raised on the potential damage, micro finance could make if things go wrong 5 . The on-going commercialisation of MFIs and advent of giant players in the microfinance sector have accelerated the use external sources of finance in the sector. It is quite possible that in order to remain attractive for investors, such MFIs become more inclined (or compelled) to maximize their profits and, go for blind expansion of their lending services with exploitative loan recovery mechanism and high lending rates. It is also fund that MFIs are, to some extent, neglecting the poorest borrowers in their urge to expand and reduce unit costs. Furthermore, the relationship between the MFI and the client is reduced to one that is very similar to retailing (Sinha, 2011) . The recent turmoil in microfinance sector in Andhra Pradesh, India and, it"s wide implications has drawn the attention of the policymakers, researchers and service providers on such issues. The current study attempts to investigate some the above mentioned issues by targeting service providers and consultants of microfinance sector located in UK and having operations in different countries of Africa and India. The main aim is to get and analyse their positions on abovementioned issues.
Research Methodology
The current study attempts to highlight the views and ideas of the services providers of the microfinance services with more focus on "how" rather than "how many". Therefore, interview method is applied to collect more detailed responses and individual experiences. Interviews are the preferred method in human-science and involve description, interpretation, and a self-reflective and critical analysis (Van Manen, 1990) . It provides a deeper picture of the research question as the materials generated by it are analysed using a textual approach, relying on words and meanings, rather statistics.
One of the main problems with interview method is that the researcher has to set things up by asking questions to respondents. By contrast, the beauty of naturally occurring data is that they may show us things we could never imagine. But, data cannot be intrinsically unsatisfactory; it all depends on what we want to do with (Silverman, 2010) . To further ensure flexibility in the way issues are addressed by the interviewee, semi-structured interview method is used. Follow-up questions had been framed to get clarification, precision, verification and contradiction for any claim of the interviewee. Another important issue is that any use of interview material without theoretical understanding supporting critical judgement, risks naivety and leave interpretations poorly grounded (Alvesson & Ashcraft, 2012) . Therefore, a detailed study of the related available documents was done and emerging trends were identified from the text materials. All the interview conversations were properly recorded and transcribed. Nvivo10 software was also used for making categories and sub-categories. Themes were built to connect the empirical findings with a broader literature review in order to draw conclusions.
While selecting participants and deciding on how to utilize their accounts, two guiding principles were kept in mind. First, attempt was made to interview persons having different responsibilities in their respective organisation to get a complete picture of the affairs of the topic. Second, considerable attention was paid to those participants who can provide authentic and insightful information. Therefore, top officials of MFIs and donor organisation were contacted. These officials have different job profile in their respective organisation. Furthermore, consultants having wide experience of microfinance sector were also contacted. The probable risk of using such well-selected interviews is that it give researcher temptation to overemphasize, or represent as "universal", the voices of those with whom it share a common prejudice. This is kept in mind while concluding the findings of the study.
The study contacted MFIs, consultants, and donor groups located in UK. There are approximately 15 MFIs and International NGOs in UK providing microfinance services to the poor, either directly or through local partners in different countries of Afrian and Asian region. As these institutions have operations in different developing countries of the world, the study successfully got the diverse experience of microfinance sector from different countries. The contacted MFIs include profit making, non-profit making, charitable MFIs, MFI providing peer-to-peer lend platform, and MFIs using external capital. A formal request letter with a brief overview of the planned study was sent to more than 30 respondents.
While contacting Citi and Barclays, the study found that the customer care of Citi and Barclays had no idea about the microfinance business of their respective organisations. This is quite shocking as both the organisations sensationally promoting their microfinance services. The Department for International Development (DIFD) took 15 days to tell the name and email id of a particular official who can provide the desired information about its microfinance-related aid. Request letter and later, reminder letter, were sent to that official but, all remained unattended. The London office of Gates Foundation was also contacted as they provide financial help to MFIs. They advised to contact their US office. However, the study failed to get response from there.
The study got initial positive reply from 17 respondents. One respondent felt that it did not have much information on the topic. Another respondent never gave time for interview. Two for-profit MFIs, both big players, sent web links of the particular pages containing information about their business model and achievements but, declined to give time for the interview. However, it was decided to exclude those pieces of information in the absence getting chance to have interaction in person.
Results and Analysis
With the aforesaid objectives, 13 interviews were conducted. The findings are analysed and results are presented in the next section.
Basic idea of microfinance
In order to get a better idea of the functioning of the different MFIs and consultants working in the microfinance sector, interviewed in this study, it was asked to them to define the term "microfinance" as per their own basic understanding. All the respondents related microfinance with poverty and financial exclusion but, in different ways. They had a view that poverty results in financial exclusion, and financial exclusion reinforces poverty still further. One of the participants highlighted that the financial exclusion could be because of many other reasons also.
The study found the respondents are quite aware of the fact that microfinance is an effective tool for the betterment of the marginalised section of the society and the main objective of it goes beyond delivering financial services. Some of the respondents related microfinance services with financial freedom and self-respect of the poor. This way MFI provides the much-needed capital with some basic training and leaves the clients to use the money as per their preference of particular business. And, when the business gets initial success, other financial services such as savings and micro insurance bring sustainability in the clients" life. With consistent growth in income, qualitative improvements happen in the life of their families. Here, some of the respondents emphasized more on providing financial services, namely microcredit and savings, while others gave equal importance to provide training for basic business skills and financial literacy. Non-profit and charitable MFIs had a view that social awareness programmes should be supplemented with microfinance services for qualitative improvements in the life of the poor clients.
Tool against poverty
On asking whether microfinance can eliminate poverty alone, all the respondents replied in negative. Irrespective of the different set-up of their respective organisations, most of the respondents have a clear understanding about the strengths and limitations of microfinance in helping the poor. The programme manager of one non-profit MFI remarks,
"..it (microfinance) does not always reduce poverty, what it does, hopefully, is built up resilience and reduce vulnerability."
All the respondents shared a view that financial services can increase freedom, but they do not automatically do so. They also cautioned that while disbursing credit, its dual nature (a source of possibilities and a liability, as well) should be kept in mind, especially when the borrower is very poor. One senior micro finance consultant stated that poor people generally did not have much to save and avoid taking loans. In place of these services, they look for job opportunities at the initial level. Some of the respondents mentioned that MFIs never reached to extremely poor people and, it cannot be an effective tool against poverty in those areas where potential clients are extremely poor. There is a need of specialised programmes in such areas 6 . This finding is consistent with the findings of Cheston & Leeds (1999 ), Tazul Islam (2007 and, Shirazi & Khan (2009) . It hints that an important development objective of microfinance, outreach to the poor, might be ignored in the quest for low costs and high growth (both are crucial to remain attractive to potential investors) as rewards of being the first mover in microfinance are limited (or mostly reverse). All respondents shared a view that micro finance is, undoubtedly, an effective mean for income generation, but it is important to understand how microfinance can contribute more to development. They stated that microfinance can be effective only when it is accompanied by traditional aids, government support, and healthy macro environment. The programme director of leading non-profit making MFI states, "It (Microfinance) is more like a catalyst. It speeds up the development process" So, as a catalyst, microfinance speeds up the process of development by enhancing the abilities of poor to reap the benefits and opportunities, already exist in a growing economy. But financial services and training, alone, cannot create such conducive environment for growth. Here, the role of government and private sector is very important. Two respondents stated that their respective organisations provide micro loans to farmers but, those farmers also need good-quality seeds, fertilizers, information, a fair market price of their produce and, connectivity to the nearest market. These essential facilities can only be provided by the local government and the market. In the absence of any of these facilities, chances of financial distress for the poor farmer will remain high. The findings re-strengthen the doubts raised by Guress (2008) and on the ability of microfinance to alleviate the poverty alone.
Significance of sustainability and profitability in microfinance
Every MFI has very clear set of social objectives at the time of starting the operations. Often, the basic objective of MFIs is to provide financial and non-financial services in such a way that helps the poor to move themselves out of poverty. It has to offer an array of financial and non-financial services to attain those objectives. Moreover, non-financial services, like financial education and training for developing basic business skills in the poor clients start well before offering financial services to them. What makes an MFI different from other financial institutions is the very fact that for the former, the end objective goes beyond delivering services in a business-like way. Therefore, all these training and awareness programmes are free for the clients though, incurs cost to MFIs.
An important financial service, accepting savings from clients, is not always possible for the MFIs (mostly due to regulation). Moreover, charging very high rate of interest on loans (which is already higher than that of commercial banks) to attain selfsustainable, will again defeat the very purpose of MFIs" existence and, also increases the loan default rate, making the situation worse. This makes MFIs extra vigilant on getting the repayment of the loan on time. And, many times such pressure results in violence against client who fails to pay back on time.
With the emergence of MFIs, following the profit maximising poverty alleviation strategy, a new debate started that whether such organisations can attain the dual objectives without harming the poor clients or not. Figure 1 shows the challenge for an MFI to maintain a balance between two sets of objectives which act in opposite direction.
Figure 1: Challenge for MFIs in balancing Social and Financial Objectives
The current study attempts to find how MFIs deal with such situation. A series of questions were asked to the respondents in this regard. All the respondents mentioned sustainability of the MFI as a necessary condition to work and to further enhance the outreach of the organisation. It is worth to mention here that all the not-for-profit MFIs clearly mentioned their struggle to raise enough funds in the wake of the recent financial crisis. Some of the respondents had a view that slow growth of micro finance in the past was mainly due to over dependence of the sector on donations and subsidies. According to them, MFIs have to make their operations self-sustainable to reach more and more poor and to provide more financial and non-financial services.
Some respondents also related the issue of sustainability with financial discipline of the organisation. Most of them do not find the issue of sustainability opposite to the social objectives of micro finance in the long run. It is also found that microloans of MFIs cannot be treated only as acts of charity. It is also an attempt to fill a gap in the market. On the issue of using external finance, views of the respondents differ.
Fear of mission drift
Treating the poor as lucrative market with the assumption of "win-win" situation; earning handsome return by providing financial services to them, has made the microfinance sector highly commercialised. Big financial institutions like, Citigroup,
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Barclays, Morgan Stanley, etc. have entered in the fray either, by collaborating with MFIs or by creating funds for investors to gain exposure to the growing field. This has increased the possibility of "mission drift" for MFIs. Muhammad Yunus, the Nobel laureate pioneer of microcredit, claimed, "When you are making profits you are moving into the mentality of the loan shark." (Financial Times, 2008, p. 1) On the possibility of any such mission drift for MFIs with the growing commercialisation of the sector, most of the respondents agreed that there is such possibility. Not-for-profit MFIs seemed more worried and shared same reason behind their fear. Launching of micro finance services by big banks and other giant financial institutions were also seen as threat. The CEO of one leading non-profit MFI blamed the blind social investment which is being poured in microfinance. According to him such investment has no regard for the social impact at the ground level. Some respondents did not deny chances of such mission drift, but they disapproved that commercialisation of MFI is the main reason behind any such drift. They have a view that MFIs can develop many ways to remain socially driven without losing their profitability.
Issue of Profit vs. Non-profit
Earlier, in this study, it was assumed that there were two types of MFIs; not-forprofit and for-profit which provide financial return to their investors. Later, it is found that there are some institutions which basically attempt to earn profits but, only to cover the cost and enhance their operations further. Many times, they return only the loan amount to their investors without any interest. So, the issue of profitability of MFIs is also linked with their financial self-sustainability. One respondent argued that being forprofit or not-for-profit is not a main issue. She argues, "Earlier profit was important for the sustainability of the MFI rather than for making the micro finance market lucrative to attract more investment."
According to her, important issue is the change happened in the basic objective behind earning the profit, in the last 10 years. Historically, MFIs were largely funded through donations/grants and government subsidies. In recent years, new sources of funds have emerged that are often described as having a focus on profitability (Ghosh & Tassel, 2011) . This issue raises the three important questions to answer in order to understand the reason behind such development; Do MFI really need external equity and/or debt funds? , Are donations, grants, and other subsidies not enough for the growing need of MFIs? and, What about getting funds within the operations, like accepting deposits from client?
On asking these questions to the respondents, it was found that MFIs are in dire need of funds to explore new areas and start new services. It is found that fund raising exercise has become extremely tough for the not-for-profit MFIs after the recent financial crisis. The situation further deteriorated after the recent incidents of scam happened in microfinance sector of Bangladesh and India.
Many respondents also blamed regulation which is, according to them, time consuming, unsuitable and, costly affair. One respondent argued that donations are only good in the short run and when the scope of the microfinance is limited to a specific area. He claimed that external capital is must for the growth of the operation of MFIs and this is needed for the welfare of the poor. However, he mentioned that it was important to find out the right type of investors whose profit objectives match with the very nature of microfinance. According to him there is a need of "patient" domestic capital which is still missing even in emerging economies, like India.
On the issue of providing saving services to clients, it is found that providing deposit services to clients is not an easy task for most of the MFIs due to many reasons. Almost all the respondents mentioned that the current regulation in many countries does not allow MFIs to accept deposits from clients. For example, in India and in some countries of Africa, MFIs have to register themselves as a business entity. This compels many not-for profit MFIs to get registered themselves as profit making entity or to restrict their financial operation to lending only. One not-for-profit MFI mentioned that to comply with the regulation in Africa, it had to get itself registered there as a commercial bank in order to accept deposits from clients. But, it reinvests all the profits for the welfare of poor people to remain attached with its mission.
Another very important issue raised by some respondents is of trust. They argued that from clients" perspectives taking loans and giving their hard earned savings are two very different issues. For the latter, an MFI has to devote a fairly long period in a particular area to become trustworthy. Some respondents mentioned that their savingsled programmes are growing very slowly due to low savings rate at most of the places where such programs are being implemented. The programme manager of one MFI states, "…for example, in Burundi, people are generally saving equivalent of 5 pence at every meeting."
All the respondents agreed with the fact that strict regulation is needed for the safety of the clients" savings. Their main disagreement is with the way governments of different countries are handling the microfinance sector. They argued that often the same banking rules are applied on MFIs which favour only big players. The major problem for such MFIs is of following the capital adequacy norms, which are unfavourable to small MFIs. In this regard, one respondent, having wide experience of working in joint projects of UNDP with local banks and communities of Pakistan and Vietnam, argued that MFIs should try to collaborate with banks in place of providing savings services themselves. This sounds quite useful for MFIs, however, it is not always possible for small MFIs to collaborate with big formal financial institutions.
Some of the respondents highlighted that in some countries, the regulators have no clear understanding about how to deal with not-for-profit MFIs. Many times microfinance is even treated as payday loans. The CEO of one leading MFI even blamed the World Bank for not giving the real understanding of microfinance to African countries. All these points clearly indicate that MFIs cannot increase their outreach only on the basis on savings made by clients. And, after the financial crisis, getting enough donations has become extremely difficult. Lack of funds from donations can create a threat to the very existence of not-for-profit MFIs. The average loan size provided by such NGOs are generally quite smaller than that of commercial microfinance bank (Cull et. al, 2009 ). Managing so many small size loans increases the operating cost of these organisations. This compels many MFIs to look towards financial markets.
High rate of interest on microloans
Generally, the rate of interest on microloans is higher than that of commercial banks. Muhammad Yunus argues that if the microcredit interest rate is more than 15% above the cost of funds, then it is too high and within the loan shark zone (Yunus, 2009) . But, many MFIs are found charging very high rate of interest (Kate & Rouen, 2004) . Banco Compartamos in Mexico was criticised for charging interest rates that exceed 100% per year on their loans to the poor ). In the Indian state of Andhra Pradesh, MFIs were turned out worse than the local moneylenders by charging very high rate of interest (Sharma, 2006 ). In the current study, issue of high interest rates, charged on loans, is raised with the respondents with an objective to find their opinion on this highly important issue.
All the respondents accepted that the rate of interest charged by MFIs on their microloans is higher than the interest rates charged by formal financial institutions. However, according to them, it"s mainly because microfinance operations are very expensive. They argued that reaching to the poor clients in the remote village, far from the main city, is very expensive. Often, even the basic infrastructure is absent in these places. The loan officers have to travel a long distance. Also, in some areas, especially in Africa, rural population is widely scattered, making the operations more expensive. The MFIs deal with those clients who are financially weak and have no physical collateral.
Many times MFIs have no idea about the credit worthiness of a particular client. Therefore, giving small loans to many clients not only increase the processing cost, but also the risk of loan defaults.
The not-for profit MFIs specifically mentioned that they operate lot of nonfinancial services which are very crucial for the sustainable development of the poor clients. Also, poverty is not just economic problem therefore, only financial help cannot solve this problem. It is important to train the client the basic skills, teach them about how to maintain financial records, and also make them aware about other important health and social issues. These all services are provided to them free of cost. This further put pressure on such MFIs to generate enough funds to run such activities. For them, after donations, only interest on loan generates funds. Taking deposits from clients is neither viable for all MFIs nor very helpful in the short run. In Figures 2 and 3 , fund movements for not-for profit and for profit MFIs is shown, respectively. Funds generated from savings is not shown as most of the MFIs, interviewed, either not providing saving services or its share in total funds is negligible which gets counterbalanced from interest paid on such deposits. 
Funds coming in
Funds going out There is some relief for those MFIs, which are using external capital and, therefore, less dependent on grants. They are also found less involved in providing nonfinancial services (most of the time, just limited to financial literacy and business skills). They just have to maintain their operations in such a way which help the client to earn well and payback the loan with interest on time. But, for them, it is crucial to earn enough profit to give handsome return to their external investors to remain attractive for more investment.
However, many respondents agreed that with the view that there are fair chances that the balance between the financial and social performance of such MFIs turn into a trade-off. It is not always possible to earn high rate of interest without harming poor clients. There can be a locality where people are extremely poor and living far from the nearest town without access to basic infrastructure. And, in such situations, there are fair chances that such MFIs either ignore such markets or prove harmful for the particular region. If the poor clients cannot earn a greater return on their investment than the interest rate they have to pay, microcredit will prove harmful for them. Such situation,
Funds going out according to them, needs specifically designed financial products accompanied with many non-financial services including awareness programme on health, education, hygiene and, sanitation. In such settings, microfinance cannot survive without subsidies, at least in the short run.
Conclusion
The current study mainly aims to find how the issue of profitability influence the main objective of MFIs; eradicating poverty. In the light of the collective responses of the respondents, the study found that believing that MFIs can alone eliminate poverty is a myth. It questions the United Nations over hyped claim on the role of microfinance in poverty eradication. This claim rests on the assumption that everybody has capacity for entrepreneurship 7 . Any such belief by the policymakers, and so limiting their own role to just providing financial help to those MFIs, will make further delay in eradicating poverty.
The study also finds that microfinance cannot be treated only as a substitute of the traditional financial services. Such treatment will not only hide the uniqueness of the sector, but also ignore many important non-financial services provided by it to the poor clients. The true beauty of microfinance does not lie in just holding the clients, but in pushing them up to the next level of income, where they can enjoy wide range of financial products and services of the formal financial institutions. However, this distinct feature of microfinance makes the operations of the MFIs complicated. They have to reach to the poor clients living in the remote areas of the country, often illiterate and extremely vulnerable to external shocks. Here, directly jumping to financial services will not prove beneficial for both the parties.
Therefore, financial sustainability of microfinance seems to remain unachievable for most of the MFIs. This supports the finding of Rutherford (2000) and Morduch (2000) . And, more focus on self-sustainability can make MFI unable to reach those who need the financial help more. This is in line with the findings of Van Pischhe (1996) that there exists a trade-off between financial self-sufficiency and depth of outreach. The study also finds that there are fair chances of having trade-off between financial performance and social performance for those MFIs which borrow from financial markets. For them, the real challenge is to find that kind of investors who are not just driven by high returns on their investments, and their expectation of return is according to the very nature of the business of microfinance. Here it is more important to restrain from "doing harm" than to "doing good". 
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